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48 CFR Ch. 99 (10–1–00 Edition)9904.415–40

99 are applicable to this Standard:
None.

9904.415–40 Fundamental require-
ment.

(a) The cost of deferred compensation
shall be assigned to the cost account-
ing period in which the contractor in-
curs an obligation to compensate the
employee. In the event no obligation is
incurred prior to payment, the cost of
deferred compensation shall be the
amount paid and shall be assigned to
the cost accounting period in which the
payment is made.

(b) The measurement of the amount
of the cost of deferred compensation
shall be the present value of the future
benefits to be paid by the contractor.

(c) The cost of each award of deferred
compensation shall be considered sepa-
rately for purposes of measurement
and assignment of such costs to cost
accounting periods. However, if the
cost of deferred compensation for the
employees covered by a deferred com-
pensation plan can be measured with
reasonable accuracy on a group basis,
separate computations for each em-
ployee are not required.

9904.415–50 Techniques for applica-
tion.

(a) The contractor shall be deemed to
have incurred an obligation for the
cost of deferred compensation when all
of the following conditions have been
met. However, for awards which re-
quire that the employee perform future
service in order to receive the benefits,
the obligation is deemed to have been
incurred as the future service is per-
formed for that part of the award at-
tributable to such future service:

(1) There is a requirement to make
the future payment(s) which the con-
tractor cannot unilaterally avoid.

(2) The deferred compensation award
is to be satisfied by a future payment
of money, other assets, or shares of
stock of the contractor.

(3) The amount of the future pay-
ment can be measured with reasonable
accuracy.

(4) The recipient of the award is
known.

(5) If the terms of the award require
that certain events must occur before
an employee is entitled to receive the

benefits, there is a reasonable prob-
ability that such events will occur.

(6) For stock options, there must be a
reasonable probability that the options
ultimately will be exercised.

(b) If any of the conditions in
9904.415–50(a) is not met, the cost of de-
ferred compensation shall be assign-
able only to the cost accounting period
or periods in which the compensation
is paid to the employee.

(c) If the cost of deferred compensa-
tion can be estimated with reasonable
accuracy on a group basis, including
consideration of probable forfeitures,
such estimate may be used as the basis
for measuring and assigning the
present value of future benefits.

(d) The following provisions are ap-
plicable for plans that meet the condi-
tions of 9904.415–50(a) and the com-
pensation is to be paid in money.

(1) If the deferred compensation
award provides that the amount to be
paid shall include the principal of the
award plus interest at a rate fixed at
the date of award, such interest shall
be included in the computation of the
amount of the future benefit. If no in-
terest is included in the award, the
amount of the future benefit is the
amount of the award.

(2) If the deferred compensation
award provides for payment of prin-
cipal plus interest at a rate not fixed at
the time of award but based on a speci-
fied index which is determinable in
each applicable cost accounting period;
e.g., a published corporate bond rate,
such interest shall be included in the
computation of the amount of future
benefit. The interest rate to be used
shall be the rate in effect at the close
of the period in which the cost of de-
ferred compensation is assignable.
Since that interest rate is likely to
vary from the actual rates in future pe-
riods, adjustments shall be made in
any such future period in which the
variation in rates materially affects
the cost of deferred compensation.

(3) If the deferred compensation
award provides for payment of prin-
cipal plus interest at a rate not based
on a specified index, or not deter-
minable in each applicable year, the—

(i) Cost of deferred compensation for
the principal of the award shall be
measured by the present value of the
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